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TO: Each Supervisor 

FROM: Bruce A. Chernof, 
Director and Chief 

SUBJECT: DEPARTMENT OF HEALTH SERVICES (DHS) 
FISCAL OUTLOOK UPDATE 

Attached for your information is a Summary of Changes in the DHS Fiscal 
Outlook (Attachments A1-A2) since our last report on February 19, 2008. 

As indicated in the Summary of Changes (Attachment Al),  the estimated 
cumulative Fiscal Year (FY) 2008-09 year-end shortfall is $(197.8) million 
(see line 16 on Attachment Al),  an improvement of $93.1 million from our last 
update. The estimated cumulative two-year shortfall through FY 2009-10 is 
now $1574.9) million. Althouah this is an immovement of $150.5 million from 
our fast update, a sizeable pkjected deficit remains. Over our five-year 
forecast horizon, the cumulative estimated funding shortfall for FY 2011-12 is 
revised to $(I ,428.6) million from the $(I ,665.8) million per our last update. 
The developments contributing to these changes are summarized in 
Attachments A1 and A2. 

Financial Stabilization 
The Department has included in the attachments the initial Financial 
Stabilization savings of $81.0 million total for FY's 2007-08 and 2008-09, as 
reflected in the Proposed Budget. These savings were previously reported to 
you in the Chief Executive Officer's (CEO) March 26,2008 Report on Cost 
Savings Options, in response to the February 19, 2008 motion by Supervisor 
Knabe. Also included in the attachments are additional savings of 
$51.3 million primarily related to enhanced efforts to reduce pharmaceutical 
costs. The inclusion of these savings is the primary reason for our forecast 
improvement. 

Manaued Care Rate Supplement 
On April 11, 2008, the State approved the Managed Care Rate Supplement, 
which is worth $101.7 million for FY's 2006-07 through 2008-09 and $37.0 
million per year ongoing. Although these amounts were already factored into 
our previous forecast, this approval is important for keeping the shortfall from 
growing. 

Balancinu the Budqet 
Although the forecast has improved since our last report, we are still facing 
substantial shortfalls over the next five years, due to an ongoing structural 
budget deficit. Working with the CEO, we are focusing currently on resolving . 
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the $(574.9) million shortfall over the next two years. This shortfall cannot be solved through 
County resources and initiatives alone. Thus, we continue to work on key federallstate 
financing issues to assist in closing the gap. 

The first year [FY 2008-091 is addressed in the Proposed Budget by a cost reduction 
placeholder, in addition to the Financial Stabilization savings and the proposed use of one-time 
Measure B and Tobacco Settlement funds, to balance the budget. We continue to work with the 
CEO to explore options to replace this placeholder with specific on-going cost reductions andlor 
revenue enhancements. We will return to the Board in the next several months with a report on 
additional progress in this area, with the goal of incorporating these as revisions during the Final 
Changes phase of the budget process. 

In the meantime, if you have any questions or need additional information, please let me know. 

Attachments 

c: Chief Executive Officer 
County Counsel 
Executive Officer, Board of Supervisors 



COUllTY OF LOS AhGELES - OEPARTh!ENT OF HEALTH SERVICES 

SUMMARY OF CHANGES IN THE DHS FISCAL OUTLOOK 
JANUARY 31.2W8THROUGH APRIL 14.2008 

Notes - 
14 This assumes CBRC will be extended for each year beyond FY 04-05. CBRC extension for LA County's outpatient and clinic care was included in the FYs 05-06 through FY07-08 Adopled Stale 

Budgets. A Medi-Cal Slate Plan Amendment to exlend the program is currenlly pending CMS approval. FYs 10-11 and 11-12 assume Medi-Cai Redesign 1115 Waiver extension and conlinuanceof its 
Coverage Inilialive component. 

Is) These amounts represent lhe cumulative change in the forecast from the prior fiscal year. For example, the $50.1 million on Line# 7 in PI 08-09 is $122.9 million - $72.8 million from FY 07-08. 
lcl For FTs 08-09 lhrough 11-12, amounts reflect LAC+USC Medical Center as a 671 bed facility; for W s  09-10 lhrough 11-12, amounts reflect MLK MACC converted back to a 120-bed hospital on 

January 1,2010 and Rancho Los Amigos not operated by lhe County. 

lo) DHS Is currenlly working with the California Department of Health Care Sewices to develop lhe Counly's MOE and the related issue of changing our non-hospital based delivery system. DHS will also 
work with the State lo ensure thal lhe Department can fully utilize lhe administrative componenls of lhe Coverage Initiative program. 

@) This reflects the impact of reduced Safely Net Care Pool funds due lo limited availabiiily under the pending Federal ~ i e .  
Does not include placeholder savings of $120.3 million, the one-lime use of Tobacco Selllemenl funds of $44.8 million (subsequenliy adjusted for the additional anticipated fund balance of $12.1 million 
from FY 07-08), lhe one-lime use of Measure B reserves of $31.0 million, and a placeholder posilions reduction of $8.8 million included in lhe Proposed Budget. The Department is working on a plan to 
resolve this shortfall. 
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FIscalYearlS In Millions 
07-08 0&09 09.10 10-11 " 11.12 "I Total 

1') E r t l m a t e d ~ Y e a r . E n d  Fund Balancerl(Shortfailr)- 1i31108 !4 S 77.8 S (290.9) $ (725.4) $ (1,214.83 $ (1,655.8) S (1,665.8) 

~dlustmentslncludedlntheProeored Budnel 
12) Include IniUal Flnenclal Slabilizaliorlper lhe Proposed Budgsl 33.6 47.4 26.4 26.4 . 26.4 160.2 
(3) CEO adjuslemeiovee benefilcosls 14.0 14.7 155 16.2 80.4 
I0 CEO a d j u s l ~ c o s l s  per CEO Real Eslate Division, primarilylorincreased commercial peperlnleresl costs In FY0809 (15.9) 0.3 0.3 0.7 (14.8) 
151 CEOlncreaseVehide Ucense Fees and reduce CaunlvContribulion (adjuslmenlof onelime Caunty funds from PI 0748) 1.2 1.2 1.2 1.2 4.8 
181 Va~usotheradiustmsnlr included in h s  Pmpased Budgel 16.5 (10.81 (11.1) 111.5) 111.81 (28.71 

~p~ - 

PI ForacastlmpmvemenU(reduclion) mll.fonvard 

Id) Adlustad E s U m a t e d ~ Y e a r . E n d F u n d  Balancasl(Shortlalls]- per Pmposed Budget " 
AdBslmenls Subsesusntlo the Proeossd Budqet 

19) Additional Financial Stabilization 
170) Slate lmpeclof 10% Provider Rale reduclion on CBRCand managedcare revenuesshned into law by h a  Governor 
111) Add Harbor Pellenl Flow Prow~alotfselnith h e  redirecbn of SB 474 funds 
1111 CEO adjusl Caunlv retirement costs based on reliremanl actuarial shdy provided in March 2W8 
(I31 Slaleadjus1CHIP-H0~~ilairevenua 
(I41 Various olherchanoes per hscunenl yeeropereUng forecaslrmived In January 2WBlOlherangoing changes 
I W  Forecasl lmpmvemenU(reducGon) roll-faward 

IIG) Revlrad EstfmaledCumulative Year-End Fund Balancerl(Short1alls). 4114108!4 

Potential lssuesfSolutlons 
CDuntv 

( I n  U s e o f o n e t i r n e ~ r e s a r v e s  (induded asa placeholder In lha Proposed Budget) . . 
(la) Use 0fonelirneTobam Selllemen(funds (bduded as e placeholder in !he Proposed Budget) 
I W  Reduce one-lime Tobacco Setliemen1 funds (based on h e  nattmpmvemanto~S12.1.Mon lines 3hmugh 15 abava) 
(201 ElechnicHeallh Record (EHR) P h t  inilialion 
BI I  EmemencyDeparimentAulomalion 
114 Enlemise Laboralory Informalion Syslem 

Slats - 
124 Proposed State Budgel 
V4) Caveraga Inilialive Malnlenance of E f f i r i ( ~ 0 ~ ) "  

&&I 
1251 Adjusl CBRC revenues (hospital only) lo include 'crossover' p a k n b v i h  dual efigibililyon Medicare and MedlCal programs 

OSl Unused1360 million Waiver funds (Statevida) 125.0 125.0 
BI) Pending rulediralioving use of inlems & Residenls cosls lor Cedfied Public Expendilures (40.3) (41.5) (42.8) (44.1) (188.7) 
128) Adjust Medicare revenue lo includa Presidenrs proposed budget affective Oclober 1,2008 (5.2) (8.6) (14.1) (16.2) (44.1) 

1") Pendine Federal rulelimiting Medicaid ieimbunemantto public hospilals lo Medicaid cost" (228.0) (228.0) (456.0) 
130) TAR Auhorizatim by Adrnisslon 7 7 7 7 

1JII Forecasl impmwmenU(reduclion) roll-fornard 72.8 51.7 Is) 78.41e) (242.1)le' 
Revised EstlmaledC.mulaUvsYear.End Fund Balancerl(Shorlfalls). aflar PalanUal lssuaslSolutlons " $ 198.7 S (l46.l) S (498.5) S (1,266.8) S (1,990.2) S (1,990.2) 
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